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transactions enter into the determina-
tion of pretax accounting income for
the period even though some trans-
actions may affect the determination
of taxes payable in a different period,
as further qualified in this section.

(b) Once comprehensive inter-period
tax allocation has been initiated, ei-
ther in whole or in part, it must be
practiced on a consistent basis and
must not be changed or discontinued
without prior Commission approval.

(c) Tax effects deferred currently will
be recorded as deferred debits or de-
ferred credits in accounts 190, Accumu-
lated deferred income taxes (§367.1900),
282, Accumulated deferred income
taxes—Other property (§367.2820), and
283, Accumulated deferred income
taxes—Other (§367.2830), as appropriate.
The resulting amounts recorded in
these accounts must be disposed of as
prescribed in this system of accounts
or as otherwise authorized by the Com-
mission.

§367.18 Criteria for classifying leases.

(a) If, at its inception, a lease meets
one or more of the following criteria,
the lease must be classified as a capital
lease. Otherwise, it must be classified
as an operating lease.

(1) The lease transfers ownership of
the property to the lessee by the end of
the lease term.

(2) The lease contains a bargain pur-
chase option.

(3) The lease term is equal to 75 per-
cent or more of the estimated eco-
nomic life of the leased property. How-
ever, if the beginning of the lease term
falls within the last 25 percent of the
total estimated economic life of the
leased property, including earlier years
of use, this criterion must not be used
for purposes of classifying the lease.

(4) The present value at the begin-
ning of the lease term of the minimum
lease payments, excluding that portion
of the payments representing execu-
tory costs such as insurance, mainte-
nance, and taxes to be paid by the les-
sor, including any related profit, equals
or exceeds 90 percent of the excess of
the fair value of the leased property to
the lessor at the inception of the lease
over any related investment tax credit
retained by the lessor and expected to
be realized by the lessor. However, if
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the beginning of the lease term falls
within the last 25 percent of the total
estimated economic life of the leased
property, including earlier years of use,
this criterion must not be used for pur-
poses of classifying the lease. The les-
see must compute the present value of
the minimum lease payments using its
incremental borrowing rate, unless:

(i) It is practicable for the company
to learn the implicit rate computed by
the lessor, and

(ii) The implicit rate computed by
the lessor is less than the lessee’s in-
cremental borrowing rate.

(iii) If both of those conditions are
met, the lessee must use the implicit
rate.

(b) If, at any time, the lessee and les-
sor agree to change the provisions of
the lease, other than by renewing the
lease or extending its term, in a man-
ner that would have resulted in a dif-
ferent classification of the lease under
the criteria in paragraph (a) of this sec-
tion had the changed terms been in ef-
fect at the inception of the lease, the
revised agreement must be considered
as a new agreement over its term, and
the criteria in paragraph (a) of this sec-
tion must be applied for purposes of
classifying the new lease. Likewise,
any action that extends the lease be-
yond the expiration of the existing
lease term, such as the exercise of a
lease renewal option other than those
already included in the lease term,
must be considered as a new agreement
and must be classified according to the
criteria in paragraph (a) of this sec-
tion. Changes in estimates (for exam-
ple, changes in estimates of the eco-
nomic life or of the residual value of
the leased property) or changes in cir-
cumstances (for example, default by
the lessee) must not give rise to a new
classification of a lease for accounting
purposes.

§367.19 Accounting for leases.

(a) All leases must be classified as ei-
ther capital or operating leases.

(b) The service company must record
a capital lease as an asset in account
101.1, Property under capital leases
(§367.1011) and an obligation in account
227, Obligations under capital leases—
Non-current (§367.2270), or account 243,
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